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THE IMPORTANCE OF FINANCIAL
LITERACY AMONG COLLEGE STUDENTS

THURSDAY, SEPTEMBER 5, 2002

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Committee met at 10:10 a.m. in room SD-538 of the Dirksen
Senate Office Building, Senator Paul S. Sarbanes (Chairman of the
Committee) presiding.

OPENING STATEMENT OF CHAIRMAN PAUL S. SARBANES

Chairman SARBANES. The hearing will come to order.

Today, the Committee on Banking, Housing, and Urban Affairs
returns to the issue of financial literacy. This hearing, which fo-
cuses on college students, is another in our ongoing series. We first
began last February, when we held two hearings and heard from
a number of distinguished witnesses—including the Secretary of
the Treasury, Chairman of the Federal Reserve Board, and the
Chairman of the Securities and Exchange Commission and many
more—all of whom called for increased financial education and
awareness.

Following up on some of the specific topics raised at those initial
hearings, we held two subsequent hearings, each exploring an issue
that had been previously touched upon: One, the financial literacy
of the unbanked, those who lack the benefits access to the main-
stream financial institutions provides, of whom, of course, there are
a significant number across the country; and two, the financial lit-
eracy of immigrants and the immigrant community, many of whom
send money back to their family in their country of origin, and
often pay exorbitant fees to do so. In fact, the President of Mexico,
in a meeting with President Bush, placed that issue high on the
agenda for discussion, in the accurate perception that if these fees
were more realistic, the amount of, in effect, private economic as-
sistance coming into Mexico would significantly increase. Today, we
will focus on the importance of financial literacy among college stu-
dents, specifically with regard to the use—and possible misuse—of
credit cards.

My colleague, Senator Dodd, is to be commended for his leader-
ship on this issue. He introduced legislation, S.891, the Underage
Consumer Credit Protection Act of 2001, that seeks to protect per-
sons under age 21 from creating serious financial problems through
the misuse of credit cards. Senators Corzine, Akaka, Stabenow,
Schumer, and Enzi have also been active on these issues of finan-
cial literacy. In fact, Senators Corzine and Akaka spearheaded the
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successful effort to attach language to the recently passed edu-
cation bill which will enhance the ability of primary schools across
the country to teach financial literacy to their students.

Now the timing of this hearing is not accidental. This month,
more than 13 million young people seeking a post-secondary edu-
cation will go “back to school,” where many of them will be faced
with making significant personal financial decisions, often for the
first time in their lives. This hearing is intended to serve as a
signal to these young people who may be eager to have access to
credit without fully understanding the responsibilities that credit
brings, and also to send the message to those who are eager, per-
haps too eager, to make that credit easily available.

The responsible use of credit is essential to the efficient function-
ing of our economy, but it is increasingly clear that many young
people are ill-prepared to handle credit responsibly. President Pat-
rick Swygert of Howard University, testifying on behalf of the His-
torically Black Colleges and Universities, raised this point at our
February hearings. He observed that: “If used responsibly, credit
cards allow students to build up credit histories that facilitate in-
creased access to credit in the future.” He warned, however, that:
“If college students have not learned financial management skills
in their secondary education, or from their parents, and if they
misuse their credit cards or mismanage their credit card debt, the
disadvantages far outweigh any supposed advantages.”

For many Americans, college is the time when they first enter
the financial system. Unfortunately, studies show that most college
students lack the financial knowledge necessary for a smooth
entry. Americans for Consumer Education and Competition, a non-
profit institution, in the year 2000, reported that 82 percent of high
school seniors failed a 13-question personal financial quiz. Eighty-
two percent.

The situation is not improving. The Jump$tart Coalition, which
promotes financial literacy efforts at the K through 12 level, re-
leased a study this year that found that: “High school seniors know
even less about credit cards, retirement funds, insurance, and other
personal finance basics than they did 5 years ago.”

Despite their lack of financial literacy, incoming college students
are reportedly inundated with offers for credit cards. A recent arti-
cle in the Kansas City Star, entitled, “Credit Card Hawkers Nest
on College Campuses”—I love those headline-writers——

[Laughter.]

“Credit Card Hawkers Nest on College Campuses,” reported that:
“Like it or not, credit card hawkers are just as much a part of cam-
pus life as fraternities, sororities, and homecoming games.” Accord-
ing to Nellie Mae, which provides student loans, the vast majority
of college students, 83 percent, have at least one credit card. The
GAO reports that over half of college students acquire their first
credit card during their first year in college. The research suggests
that most college students have credit cards, but, yet, lack the
basic financial knowledge to effectively and efficiently use them.

Therefore, it comes as no surprise that many students build up
significant credit card debt without fully comprehending the con-
sequences. According to the Department of Education, in the 1999-
2000 school year, 45 percent of college students had a balance due
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on their credit cards, with a median balance of close to $1,450, and
an average balance above $3,000. This has led many colleges and
universities to consider what role they can play in helping their
students achieve a smooth entry into the financial system.

Today, we are very fortunate to have an excellent panel of wit-
nesses in order to discuss these issues. I will defer introducing the
panelists until we have had an opportunity for other Members to
make their opening statements.

Congresswoman Slaughter, I know you have come to present one
of our witnesses. I will just inquire, does your time schedule permit
you to wait until we complete our statements here before doing so?

Representative SLAUGHTER. I would be happy to hear them.

Thank you.

Chairman SARBANES. Good. We are very pleased that you are
here with us.

Senator Dodd.

STATEMENT OF SENATOR CHRISTOPHER J. DODD

Senator DopD. Thank you very much, Mr. Chairman.

Let me commend Congresswoman Slaughter. She has been a ter-
rific financial literacy advocate. She is not just here to introduce a
witness, but she also, has introduced a companion piece of legisla-
tion in the House. There are some differences with the bill that I
have introduced and the one that she has introduced. But she has
been a real leader along with John Duncan, a Republican Member
of the House, in this area, and I want to commend her for it.

And Mr. Chairman, I want to thank you——

Chairman SARBANES. We will refrain from asking whether the
differences are better or worse.

[Laughter.]

Representative SLAUGHTER. We will work it out.

Senator DoDD. I am sure that that will emerge.

Chairman SARBANES. That will emerge in the course of the dis-
cussion.

[Laughter.]

Representative SLAUGHTER. We can fix it.

Senator DoDD. It is fixable, however.

[Laughter.]

First of all, let me thank you, Mr. Chairman, and our witnesses
for being here. This has been an issue that I have been deeply in-
terested in for a number of years, since some of the earlier data
began to emerge. And I think it is important at the outset to say,
look, having students with credit cards is not a bad thing at all.
In fact, credit cards have been a wonderful asset for lot of people,
allowing them access to consumer goods and activities they never
would have been able to have if not for the use of credit cards.

I do not want this hearing or my position to be construed in any
way as anti-credit card. It has been a wonderful asset. And there
are many financial institutions which do a good job. This is not an
indictment of all financial institutions and how they handle credit
cards. However, the ugly reality is that some of these companies
do abuse the credit card system, and unfortunately, a lot of vulner-
able young people are taken advantage of. And as a result, we have
seen an escalating increase in the amount of consumer debt among
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young people, burdening them even before they begin their adult
lives with financial obligations that make it very difficult for them
to get underway.

So, this hearing and our legislative proposals, despite what the
opponents of it have tried to suggest, is not in any way designed
to stop or to discourage the use of credit cards among young people,
but really, to inject a dose of reality in terms of what is happening
on college campuses all across the country.

The headlines that the Chairman used, while they may seem cre-
ative and clever, in fact describe very accurately the situation in
far too many cases.

And so, it is an important time to conduct this kind of a hearing
and to once again raise the issue. We voted on this in the past on
the floor of the Senate, and to the credit of the credit card compa-
nies, they are able to muster the votes every time to defeat even
reasonable legislation designed to inject some degree of financial
literacy into the debate. But we will not stop from trying to see if
we cannot improve the situation.

Let me just mention a few things, if I can.

Incoming freshmen in college are woefully unprepared, in my
view, to handle the ordinary financial obligations that come as a
result of entering college. And for the first time, graduating high
school seniors and incoming college freshmen are presented with
new opportunities and confronted with difficult decisions that will
affect them for the rest of their lives—access to large amounts of
credit, primarily through the use of credit cards. Most new stu-
dents lack the financial sophistication necessary to handle the
terms and conditions associated with credit card use.

Making credit available to help finance the pursuit of higher edu-
cation is something that we all recognize as vital, and credit cards
can play a very important role in that. However, the predatory
practices of some credit card companies and the failure to ensure
that college students recognize the long-term consequences of in-
curring these debts is a serious and it is a growing problem.

The fact of the matter is that some financial institutions view in-
coming college freshmen as shooting fish in a barrel when it comes
to credit card solicitations. Financial institutions have become more
concerned with “branding” than forming responsible financial rela-
tionships with new consumers. They are more interested in luring
students with offers of low minimum payments, free T-shirts, and
other giveaways than caring about whether or not the prospective
customers can reasonably handle their credit obligations.

Earlier in this Congress, as noted by the Chairman, I introduced
the Underage Consumer Credit Protection Act of 2001. It would re-
quire that credit card issuers, prior to granting credit to persons
under the age of 21, have one of the following—not all of them but
any one of the following: A co-signature of a parent, guardian, or
other responsible party; an independent means of financial support
for repaying their debts—not an outrageous or radical suggestion,
I would offer—the debts that they would incur; or the completion
of a certified credit counseling course. Any one of those three and
you get the credit card. Not all three, but any one of the three.

Financial institutions, in my view, must take a closer look at in-
dividuals to which they are extending credit, and this bill would do
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just that by requiring a responsible and realistic approach to pro-
viding credit.

When we raised this issue in the past, we were flooded with in-
quiries from parents all across the country who are horrified about
what is happening in too many cases where they incur the obliga-
tions as a result of what their children have signed onto without
their knowledge, they are stunned by what is going on. So this is
designed to encourage a greater degree of responsibility.

Better education makes up only part of the equation that will
help us achieve our goal of financial responsibility. It is important,
I think, as well to remember that we should not only encourage
financial institutions to better educate the consumers, especially
those receiving credit for the first time, but we must also remind
financial institutions that they have an obligation, in my view, to
make credit decisions that are realistic and responsible as well.

We are facing a looming financial crisis in this country, an explo-
sion in the levels of consumer debt and an increase in personal
bankruptcy rates. Credit card use has played a significant role in
the rapid increase in indebtedness in our Nation. In a Washington
Post editorial on Sunday, David Broder cited a biennial report con-
ducted by the Economic Policy Institute. The Economic Policy Insti-
tute report exposes the rising levels of consumer debt incurred by
middle Americans during the 1990’s. According to the data col-
lected by the Census Bureau and the Federal Reserve Board, debt
during the 1990’s rose from 80 percent of disposable personal in-
come to well over 100 percent. One in seven middle-income house-
holds were spending at least 40 percent of their income on monthly
payments and one-sixth of their income on reducing debts alone.

Dramatic increases in debt, coupled with the slowing of economic
expansion that we have experienced in the past 3 years, has begun
to force significant increases in the number of personal bank-
ruptcies. In fact, the Consumer Federation of America reports that
1.45 million personal bankruptcies last year alone—this was the
all-time high—largely driven by credit card use within the last 10
years. In my home State of Connecticut, personal bankruptcies in-
creased by 42 percent between 1994 and 1999, and those numbers
are expected to increase when the next reports come out.

As the bankruptcy reform legislation is being debated in con-
ference, I believe we should reexamine the potential adverse effects
of this piece of legislation. This bill would have an unintended ad-
verse impact on the most vulnerable in our Nation, including the
children of those who file for bankruptcy, and the hard-working
families faced with extraordinary financial challenges and others
who have fallen on hard times through no fault of their own.

So as we continue to explore ways to better improve the financial
literacy of our Nation’s younger consumers, I also think that we
have an obligation to be vigilant in encouraging the responsibility
of financial institutions. That, unfortunately, is not the case in far
too many of them.

Mr. Chairman, I thank you again for holding this hearing and
I am anxious to hear what our witnesses have to say.

Chairman SARBANES. Thank you, Senator Dodd.

Is it correct that the three things you mentioned were part of the
alternative, in terms of getting a credit card?
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Senator DoDD. It was either show you have the financial ability
to pay, have a parent or guardian co-sign for you, or be willing to
go through some credit counseling course so you would know what
your obligations would be. Any one of those three.

Chairman SARBANES. Any one of the three.

Senator DODD. Any one of the three.

Chairman SARBANES. Right.

Senator Johnson.

STATEMENT OF SENATOR TIM JOHNSON

Senator JOHNSON. Mr. Chairman, thank you for holding this
hearing on the importance of financial literacy among college stu-
dents. I also want to thank our distinguished witnesses for taking
time to join us today, and a particular welcome to my former col-
league, Representative Slaughter, a wonderful friend during my
years in the House, and continues today. This hearing is indeed
timely, with millions of students returning to school this month.
Financial literacy should be part of any complete education, and I
commend you, Mr. Chairman, for highlighting the importance of
this issue.

As I have noted in previous hearings on financial literacy, part
of what makes our Nation great is the opportunity that we all have
to make something of ourselves. Equal credit opportunity is an im-
portant aspect of achieving the American Dream. Likewise, I be-
lieve the ability to finance a college education provides important
opportunities for success. In fact, last February, I was pleased to
be able to secure passage of legislation that will allow students and
their parents to receive student loans at affordable interest rates,
that legislation now signed by the President. This was a big step
in ensuring that young Americans have access to college education.

The topic of today’s hearing is equally important. While credit
cards provide important opportunities for our young people, it is
critical that these students have the financial education to use,
rather than abuse, those chances. While students must take re-
sponsibility for their own finances, credit card companies have a
role to play in helping American students use credit responsibly.

This year, my daughter Kelsey will be a junior at the University
of South Dakota. As a father, I am glad that Kelsey has access to
a credit card, and I have been pleased that she has used her credit
card responsibly. I am sure that my threat to call her up as a wit-
ness on irresponsible credit card use before the Committee has had
nothing to do with her prudent spending habits.

[Laughter.]

And I would share with the Committee that she has an older
brother who went through some painful experiences about the wis-
dom of credit card debt. Even so, based on her experiences, I can
relate a number of good reasons for students to have access to a
full array of banking services, including credit cards.

Credit cards enable students to build a credit history, to learn
about credit and build financial management skills. A good credit
history is important for being able to rent an apartment or finance
a car. It can also help with job applications.
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Also, credit cards provide a mechanism to pay for school supplies,
such as books in anticipation of seasonal income or a student loan
disbursement.

Another good reason for students to carry credit cards is security.
I know I feel better that my daughter has access to money in case,
for example, her car breaks down. Also, having a credit card means
that she doesn’t have to carry as much cash with her.

At the same time, of course, problems arise when students fail
to use credit responsibly. Today’s witnesses have provided impor-
tant evidence of these problems in the written testimony and in Dr.
Manning’s books. I am also concerned about the volume of credit
card solicitations, and believe that students shouldn’t be showered
with credit offers that they did not request.

Although I am not an advocate of the devil-made-me-do-it school
of personal responsibility, I do believe that the emphasis should be
in other directions rather than restricting credit available to re-
sponsible young people, and I believe that continued emphasis
needs to be placed on financial literacy programs.

A good financial education can help people make better decisions
throughout their lives, whether it be the choice between a fixed
rate or adjustable rate mortgage, or whether to buy or lease a new
car. I applaud financial literacy programs offered by a number of
organizations, including nonprofit groups such as the Jump$tart
Coalition, public sector organizations, and large credit card issuers.

Mr. Chairman, I thank you for calling attention to the role that
financial literacy plays in ensuring that our college students under-
stand basic money management and I look forward to hearing from
our distinguished witnesses.

Chairman SARBANES. Thank you very much, Senator Johnson.

Senator Gramm.

STATEMENT OF SENATOR PHIL GRAMM

Senator GRAMM. Well, Mr. Chairman, first of all, let me make it
clear, I am for financial literacy. In fact, I wish everybody had to
take a course in economic literacy before they voted, much less got
a credit card.

[Laughter.]

I would have to say, though, that I do want to set out some cau-
tions. When you are dealing with college students, unless they are
extraordinary students and have arrived in college before their
class has arrived, they can be drafted. They can start a business.
They can get married. I think in a free society you always have the
question about how far should paternalism—I guess in the South,
you would want to say maternalism—go.

And we have had debates in the past. I know it is not the subject
today. But since it brushes up against it, we have had questions
in the past and voted in the past on issues related to college stu-
dents being able to get credit cards. I have never seen credible,
solid, empirical evidence, and I would like to see it, on whether col-
lege students are better credit risks than the population as a
whole. Let me say, I would not be shocked if they were.

If I were in the banking business, I would send a credit card to
every engineering student at every major university in America.
And I would make the point, you are going to make a lot of money.
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You are going to be a reliable citizen. You may have questionable
credit today, but you are not going to have it for long. I want you
to remember my bank when you are rich, and I want you to put
your money in it.

I would send a credit card to everybody that goes to Notre Dame
University and everybody that goes to Texas A&M, because you are
going to make money by doing that. Now, I know there is a pater-
nalism thing that, well, maybe there is some person there who is
not up to it. I think economic literacy and financial literacy are
critically important and I am very much for promoting them. And
I want to be marked down as being on the side of literacy of all
kinds. But I do think that we have to be careful in a free society
about how far we are going to go in restricting people’s rights.

I do not think this targeting of college students is somehow irre-
sponsible. I have not seen the convincing data. Maybe it is out
there. Maybe somebody has it today. I would be glad to look at it.
But I would just be willing to say, even if it were my money, I
would be willing to bet, if you gave a credit card to every student
at Notre Dame and you tracked the profitability of that decision for
30 years, you would make money by doing it.

I am surprised they do not do more of it. Maybe they do. Maybe
they just did not send them to my children. And that may have
been wise.

[Laughter.]

But in any case, having said all that, I think whenever we are
talking about literacy, especially financial literacy and the age we
are in where people are making sophisticated financial decisions, I
think it is always a good thing and I am always for it.

Thank you, Mr. Chairman.

Chairman SARBANES. Thank you very much, Senator Gramm.

Senator Bayh.

COMMENTS OF SENATOR THOMAS R. CARPER

Senator CARPER. Mr. Chairman, could I just have 30 seconds? I
asked Senator Bayh if I could just have 30 seconds to make a quick
comment. I need to slip out a minute and then I am coming back.

May I speak out of order?

Chairman SARBANES. Sure.

Senator CARPER. Thank you very much.

Chairman SARBANES. I would rather Senator Bayh acquiesce.

Senator CARPER. I think he has.

Senator BAYH. I would be pleased to acquiesce.

Chairman SARBANES. He more than acquiesces.

[Laughter.]

Senator CARPER. I just want to welcome three people from some
of my old alma maters.

Congresswoman Slaughter, it is great to see you again, Louise.
Welcome.

Representative SLAUGHTER. It is good to see you.

Senator CARPER. Thanks for being here today.

Ms. Hart, “O-H.”

Ms. HArT. “I-0.”

Senator GRAMM. I meant to mention all those colleges. I did not
know you all were from colleges. Okay.



[Laughter.]

Senator CARPER. It is great to have you here. Go Bucks.

Mr. Miller, Treasurer from Kentucky, where my mom and sister
live, we are happy that you are here. I am an old treasurer myself.
And Jack Markell, our State Treasurer today, is one of your col-
leagues and is very much a great leader on financial literacy for
people young and old. We are grateful that you are all here and
I look forward to coming back and hearing part of your testimonies.

Thank you, Mr. Chairman.

Thank you, Senator Bayh.

Chairman SARBANES. Senator Bayh.

STATEMENT OF SENATOR EVAN BAYH

Senator BAYH. Thank you, Mr. Chairman. I would like to echo
the comments of other Members of the Committee for your holding
this hearing today. It is a very important topic. And to Senators
Dodd and Johnson and others who have worked on this, I com-
pliment you for the important work you have done. You really have
set the table here for making some important progress in this area.

I think Senator Gramm has raised really one of the critical
issues that has to be addressed here—at what age and under what
circumstances are American citizens qualified and able to make im-
portant decisions for themselves? Or to phrase the question a little
bit differently—and by the way, Phil, I am pleased that you singled
out Notre Dame as an area of responsibility since it is located, as
you know, in South Bend, Indiana. You could choose the other in-
stitutions in our State as well.

To look at it a little bit differently, or to phrase it just a little
bit differently, what are the necessary antecedents for a fairly and
freely functioning marketplace? What do people need to know to be
informed consumers? I think Chairman Sarbanes in his opening
comment put his finger on part of the answer.

As Senator Gramm mentioned, you can enlist in the military, you
can vote, you can choose to smoke in many jurisdictions, drink alco-
hol, drive an automobile, do other things, enter into certain kinds
of debts, get married. But the data also indicates that 82 percent
of seniors in high school do not have sufficient information to qual-
ify under at least some definitions for being financially literate.

So it is entirely possible, I would say to Senator Dodd, that we
do have a market failure here because the information just has not
been made available because we haven’t emphasized it in our aca-
demic institutions—primary, secondary education—to give particu-
larly younger college students an adequate base of information for
making these decisions on their own.

The question I think we have is do we have a market failure
here that needs to be filled in with more adequate information? I
think the answer to that question is, yes, we do. And I salute you
for focusing on this challenge.

I would also just like to say a word about Treasurer Miller. He
comes from our neighboring State of Kentucky. He has labored in
these vineyards for a long time. He is going to be discussing for us,
Mr. Chairman, some of his ideas about the Commission on Per-
sonal Savings and Investment that he has promoted in Kentucky,
and has really done a good job in that Commonwealth of trying to
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ensure that young people do have the kind of information they
need to make these decisions.

Treasurer Miller, it is good to see you. I apologize for needing to
slip out, but I am aware of your good work and I compliment you
for that, just as I do Senator Dodd and the other Members of the
Committee.

Thank you, Mr. Chairman.

Chairman SARBANES. Thank you, Senator Bayh.

Senator Corzine.

COMMENTS OF SENATOR JON S. CORZINE

Senator CORZINE. Thank you, Mr. Chairman. As you noted, fi-
nancial literacy for the unbanked, for the immigrant community,
and college students, is something that you have focused on. I com-
pliment you on this and raising up this issue.

I think the point that has been mentioned about the 82 percent
failure rate on a simple test is really the foundation point for the
discussion that we will have today.

And for a father who is sending off a young man for his freshman
year in college, actually just yesterday, this is even a more fright-
ening prospect to attend to. We want to make sure that he under-
stands what 18 percent compound interest is.

I think it is a question that should be asked of those responsible
for approviding credit, that the ability to pay is a question that
should be addressed before credit is extended. At least that is what
I learned in my previous banking world career.

And so, I think there are questions here of responsibility on both
sides that need to be addressed, and they all underlie the fact that
we need to improve our financial literacy and economic literacy, in
this country.

I think the kind of legislation that Senator Dodd has proposed,
which brings some checks and balances to make sure that that ex-
ists, is a very worthwhile idea. And I am hopeful that we will hear
perspectives on that from people that are laboring in the vineyards.

I appreciate very much your holding this hearing on this subject
and the actions that we might be able to draw from it.

Chairman SARBANES. Thank you, Senator Corzine.

Senator Reed.

COMMENTS OF SENATOR JACK REED

Senator REED. Thank you, Mr. Chairman.

I want to commend Senator Dodd also for his leadership on this
issue. Certainly, no one can argue the need for financial literacy,
and not just restricted to college students, but across the board.

There are some interesting statistics. Nellie Mae conducted a
study that found that 21 percent of college students have credit
card balances between $3,000 and $7,000. Those are pretty impres-
sive figures. I would shudder if my balance was that high.

They also found that college students are three times more likely
than the general population of credit card holders to be 90 days’
delinquent on their payments, pay late fees, and to pay over the
limit fees, which suggests that there is probably some literacy that
could be improved.
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Then another survey, interestingly enough, conducted by George
Mason University, found that among students with student loans,
more than two-thirds have used money from their loans to pay
down credit card debt. So borrowing money to pay down credit card
debt is not the strategy I think we would recommend.

I think this is a timely hearing and I commend Senator Dodd for
leading the effort.

Let me also recognize, Louise Slaughter from New York, a dear
friend and colleague in the House. And thank you all, the panelists,
I look forward to your testimony.

Thank you, Mr. Chairman.

Chairman SARBANES. Thank you very much, Senator Reed.

Congresswoman Slaughter, we would be happy to hear from you.
I want to underscore again how pleased we are that you have come
to be with us today. I also want to recognize the leadership role you
have played on the subject of college students and credit cards.

STATEMENT OF LOUISE SLAUGHTER
A U.S. REPRESENTATIVE IN CONGRESS
FROM THE STATE OF NEW YORK

Representative SLAUGHTER. Mr. Chairman, Senators, thank you
very much. I am delighted to be here this morning, and to see my
colleagues from the House who were truly dear friends.

I always knew, even then, that they were destined for greatness
and a 6-year term.

[Laughter.]

I do not want to let the moment go by without congratulating
this Committee for the extraordinary work you have done on cor-
porate responsibility. The whole country is in your debt for that.

This hearing is necessary, and I am so pleased that you are hold-
ing it because the lack of financial education and its consequences
among college students is something that we have been worried out
in our office for some time.

I am pleased to introduce Dr. Robert Manning, who is a Human-
ities Professor at the Rochester Institute of Technology in my dis-
trict. I became aware of Professor Manning’s work in 1999, when
he published a study through the Consumer Federation of America
illustrating higher credit card debt among college students than
previously thought.

The study found that students are snowballing into debt through
the extension of unaffordable credit lines, peer pressure to spend,
and financial naiveté reinforced by low minimum monthly pay-
ments and the routine increases given to them in credit. His study
indicated that 70 percent—which is really quite frightening—of un-
dergraduate students possess at least one credit card and, indeed,
credit card solicitations fall upon students like snow. Students are
receiving their first card at younger and younger ages, now into the
high school years. A GAO accounting office study that we requested
found similar statistics, that 64 percent of college students had at
least one card.

Now, like you, I have no problem with them having as many
cards as they want. The difficulty is that we find most students do
not know what credit card debt means. We hear from the parents
who are forced to try to pay off that debt, which brings that lesson
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home. College students are much more likely than other types of
credit card users to run up debts they cannot pay, because of their
financial inexperience. The consistent misuse of credit cards by col-
lege students, particularly combined, as Senator Reed mentioned,
with student loan debt, could lead to substantial debt burden.

According to the GAO report, and I must say that the GAO did
not find much cooperation among universities. It would have been
a much more extensive report had they been able to do that. But
two of the universities of the 12 that they visited had to make
bankruptcy attorneys available to counsel students who were hav-
ing financial difficulties. According to one of the attorneys, over the
3 years since April 1998, 1,328 students had to use that legal serv-
ice and that many of them had to declare bankruptcy. Credit card
debt of the students who sought advice from the bankruputcy attor-
ney range from about $2,100 to $39,000, and average approxi-
mately $11,200, which is frightening.

I am very much concerned with rising credit card debt among
young people and the serious implications that it has for their fu-
ture. Too many students are literally spending their futures now.

Let me give you a riddle. Who has been denied a credit card with
a high limit? A, a cat. B, a 3-year-old toddler. C, a freshman college
student with no independent income. Or D, a 25-year-old full-time
worker. The correct answer is D, the full-time worker. Not only did
a cat in my district receive a credit card with a $3,000 limit, but
a local toddler received her very own platinum credit card with a
$5,000 limit.

We all agree that that is very foolish, but we are really concerned
about the ease of credit to people who have no ability to pay the
bill. Many, many parents have contacted me about children who
have had to drop out of school because of credit card debt. It is a
tragedy if a good student with good grades, academically success-
ful, has to drop out of school because of debt on a credit card that
they cannot pay. One constituent’s stepson filed for bankruptcy at
the age of 21 when he had $30,000 in credit card debt. Another
mother called me because of enormous credit card bills her daugh-
ter accumulated as a student at the University of Buffalo.

In response, as Senator Dodd mentioned, we have our legislation
which we are looking forward to working with him into fruition as
law. Like his bill, we require parents to co-sign, particularly if they
are going to be held accountable for the credit. We are concerned,
too, that more credit is added to the original cards as the student
continues in college, regardless of their ability to pay.

One of the most important things I think that we need to say is
that young people at least deserve to know that by declaring bank-
ruptcy at the age of 20 or 21 years old, they may very well be jeop-
ardizing their ability to access credit in the future—more difficult
to get mortgages, more difficult to get car loans. I think they have
no idea of that. So, we need to do what we can to, at least, make
sure that they understand the consequences.

I do appreciate very much your holding this hearing today. I
think it 1s very important. And thank you so much for letting me
be with you this morning.

Chairman SARBANES. Well, thank you very much. We are very
pleased you were able to join us.
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Representative SLAUGHTER. Thank you.

Chairman SARBANES. We appreciate it. I say to my colleagues, 1
know you have a pressing schedule, so we will certainly excuse you.

Representative SLAUGHTER. If I may be excused.

Chairman SARBANES. Thank you.

Well, we are very fortunate to have a very able panel here this
morning. I am going to just briefly introduce each, and then we will
turn to the witnesses.

Dr. Robert Manning, who will lead off, is, as we heard, Professor
of Humanities at the Rochester Institute of Technology. His book,
“Credit Card Nation,” received the 2001 Robert Ezra Park Award
for Outstanding Contribution to Sociological Practice from the So-
ciological Practice Association, and his study, “Credit Cards on
Campus,” received the 2000 Morris Rosenberg Award from the Dis-
trict of Columbia Sociology Society. And I might note that Dr. Man-
ning received his Ph.D. from Johns Hopkins University.

We have also been joined by Ellen Frishberg, who is the Director
of Student Financial Services at Johns Hopkins University, a posi-
tion she has held for the past 13 years. Ms. Frishberg has served
on a number of national loan advisory boards, including the Sallie
Mae Advisory Council and the American Express Loan Board. As
I understand, today is the first day of classes at Hopkins, so we es-
pecially appreciate that Ms. Frishberg could take the time to be
with us.

Our third witness is Ms. Tally Hart, the Director of Student Fi-
nancial Aid at Ohio State University, one of the largest financial
aid offices in the country. Ms. Hart has done significant research
on student loan defaults and she helped Ohio State University de-
velop courses to teach financial literacy to its students.

Professor Michael Staten is the Distinguished Professor and Di-
rector of the Credit Research Center at the McDonough School of
Business at Georgetown University. Professor Staten’s book, “Con-
sumer Attitudes Toward Credit Insurance,” co-authored by John
Barron, won the American Risk and Insurance Association’s Eliza
Wright Award.

And finally, we have the very able Kentucky State Treasurer,
Jonathan Miller. Treasurer Miller established and now serves on
the Kentucky Commission on Personal Savings and Investment.
The Commission held a hearing on student financial literacy at the
University of Louisville in December of last year that actually
touched on many of the issues we will be discussing today. Treas-
urer Miller was one of 200 distinguished delegates appointed by
President Bush and Congressional leaders to the National Summit
on Retirement Savings.

We are pleased to have all of you here. Dr. Manning, we will
begin with you and then we will move straight across the panel.

Your full statements will be included in the record. And I want
to, at the outset, express our appreciation for the obvious work and
effort that has gone into these statements. If you could summarize
the statements to somewhere between 5 and 10 minutes, that
would be very helpful to the Committee. And once we have heard
from all the panelists, we will go to questions from Committee
Members.

Dr. Manning, we will hear from you first.
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STATEMENT OF ROBERT D. MANNING, Ph.D.
CAROLINE WERNER GANNETT
PROFESSOR OF THE HUMANITIES
ROCHESTER INSTITUTE OF TECHNOLOGY

Dr. MANNING. I would like to thank Chairman Paul S. Sarbanes
for providing me this opportunity to share my views with the Com-
mittee on this increasingly important topic of consumer debt among
college students, and especially the lack of financial literacy/edu-
cation programs for America’s financially vulnerable youth. In ad-
dition, I applaud the legislative initiatives of Senator Dodd, who
has championed credit card marketing restrictions on college cam-
puses along with critically needed financial education programs,
and also Senator Schumer’s efforts to protect consumers from de-
ceptive marketing and contract disclosure practices of the credit
card industry. I should note that I am particularly pleased to at-
tend today. This is the first hearing on this topic since March 1994,
and that the twin issues of rising consumer debt and the
shockingly low levels of financial literacy among our youth have
grave implications for the continued economic well-being of the Na-
tion, especially as Americans age into debt. And it is for these and
other reasons I commend the Committee for accepting this
daunting task of examining these serious issues.

I am an economic sociologist. I have spent 16 years studying the
impact of U.S. industrial restructuring on the standard of living of
various groups in America. And over the last 11 years, I have been
particularly interested in the role of consumer credit in shaping
consumption decisions of Americans, as well as the role of retail
banking in influencing the transformation of the U.S. financial
services industry. In terms of today’s hearing, I want to discuss my
new report, which I feel is especially germane, which is really the
first case study based on a representative survey of 800 college stu-
dents in the nearby school here of George Mason University. In ad-
dition, I have been very actively involved in the national movement
to improve the financial literacy/education of our youth. And it is
my work with colleges, universities, and student loan organizations
that has really inspired my own efforts on Internet-based education
on this topic.

What I want to emphasize to the Committee today is that this
is truly a unique period. If I could use the term from Wall Street,
the “Triple Witching Hour.” What we have before us today in high-
er education is a real crisis. That is, unprecedented levels of stu-
dent loan debt, unprecedented levels of credit card debt, and the
worst job market in over a decade. Indeed, as long as America’s
economic expansion has continued unabated, college students were
lulled into a false sense of financial security by university adminis-
trators and credit card finance companies. Indeed, keep in mind
that this is a generation that grew up with TV’s Friends, the sit-
com, whose mid-town New York City lifestyle belies their modest
professional incomes. This is a generation that is unprepared for
the bursting of our Nation’s economic bubble.

I do not think there is any dispute that over the last decade we
have seen a sharp increase in borrowing and the cost of credit, par-
ticularly with the decline in public funding of higher education.
What is critical, though, is the relationship of student loan debt
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and the relationship of universities in terms of encouraging and
fostering greater levels of debt, and particularly the lack of balance
of providing an environment that is going to encourage students to
understand the degree and impact that their debt is going to have.

In fact, in 1994, when the last hearing on kiddie cards was actu-
ally held, we were looking at a period of time when it was really
rare to find a student with over $5,000 in credit card debt. Today,
I can go to any college across the country and find a student with
anywhere from $20,000 to $25,000 in credit card debt.

What I find most striking since my 1999 “Credit Cards On Cam-
pus” study is the fact that the situation is far worse than it was
then. Keep in mind here what I see as a very important and in
some cases duplicitous and insidious relationship between higher
education and the credit card industry. Also keep in mind that of
the 250 largest public universities in the country, they account for
approximately two-thirds of all enrolled students in 4-year univer-
sities. And this features universities like the University of Ten-
nessee, which signed a 7-year contract with First USA in 1998 for
at least a guaranteed $16%2 million, as well as the University of
Oklahoma that received a $1 million signing bonus. Some of you
might have seen the 60 Minutes program that was based on my
“Credit Cards On Campus” study. And what is critical is that when
we requested information on what universities were doing with
these credit card royalties, we could not find a single penny that
was going into any form of debt refinance, debt consolidation pro-
gram for students in debt, or for any credit card or financial lit-
eracy education programs.

Now over the last two decades, the two most noticeable trends
in the marketing of credit cards to college students is that they are
being marketed at a progressively earlier age and what we are see-
ing is that there is a sharp rise in personal debt associated with
consumer credit cards that tends to be artificially compartmen-
talized in terms of student loan debt and credit card debt.

What I want to show today is this relationship and why it
shouldn’t surprise us that the risk associated with marketing of
credit cards on campus is so much lower in terms of their being un-
derwritten by publicly subsidized student loans, summer earnings,
efforts of getting parents to pay down debt during extreme crises,
and even using one credit card to pay another. I am not going to
go into detail since I have had in many other places many of the
methodological problems and issues in terms of industry-structured
investigations on this topic. What I do want to emphasize is that
the methodologies clearly define whether there is the identification
of a problem. In other words, if you are doing a survey of a par-
ticular school and you are looking at enrolled students, you are not
going to find anybody who has dropped out of school because of stu-
dent loan debt. That is by definition of that research design.

What I want to emphasize is that what we are seeing today is
about 15 years ago, when the industry released their voluntary pol-
icy of having parents co-sign for credit cards, we have seen the
move from marketing affinity credit cards to alumni to college sen-
iors, then to juniors and sophomores to freshmen, to today, we are
seeing the marketing of credit cards to high school seniors.



16

And indeed, we will discuss what the implications of this will be.
But keep in mind that the marketing of credit cards at an earlier
age, unless that life experience means that students are going to
handle them more appropriately, means that the debt burden is
going to show up earlier. It means that retention in college is going
to be affected, and we are going to see increasing drop-out rates be-
cause a student who has a debt problem in their sophomore year
may not be able to find a way to financially limp through the last
2 years, whereas, 5 years ago when I started this research, we
were looking at this problem manifesting at the junior and senior
year. This is clearly an issue that is going to have to be addressed
by college administrators.

In terms of my limited time, what is very clear here is that in-
dustry-sponsored and financed research does not disagree that we
are marketing credit cards to younger students. The disagreement
is the amount of debt that has been incurred.

Indeed, we will be listening to Dr. Staten’s report from his recent
study. But keep in mind, what we are interested in is the experi-
ence of college students, not some amorphous set of accounts, since
we know that the average college student has three credit cards.

What we need to understand is when a student starts college his
freshman year, and we want that person to graduate, what is that
experience and how much credit card debt has been accumulated.

So, I think the Committee staff has done a fantastic job of pre-
senting to you some of the statistics that show quite clearly two
things—over the last 3 years, average and medium credit card debt
has increased significantly. And more importantly, as credit cards
are used at an earlier age, students are accumulating debt at a
much earlier age.

There is no doubt, and Professor Mandel’s study on financial lit-
eracy among college seniors that has been alluded to, it is shocking
that the problem with his data shows that high school seniors actu-
ally are doing worse on these scores, that attention to this topic is
not by itself a market-driven explanation that is going to resolve
it. Yes, we now admit that there is a problem. But we are not see-
ing anything that says that we are going to solve it.

What I want to report to you today, then, is the findings of the
study that we conducted here at George Mason University in this
area. And I want you to keep in mind that the lack of financial
education and literacy and parental oversight of students’ pur-
chasing decisions is being fostered by the increased use of the
Internet. But also keep in mind that as budgetary constraints im-
pact high schools, more and more high school students are going
to be taking courses in junior college, in 4-year colleges, and more
and more students are getting credit cards before their parents
ever thought it was possible.

This is critical because where are children and teenagers going
to get financial education? At this point in time, it is only in the
household. And when these students make decisions outside of the
purview of their parents, of course there is going to be some other
issues that come up. In fact, a recent study at Pennsylvania State,
the Erie campus, showed that those students whose parents co-
signed on their credit card showed far more responsible spending



17

and consumer behavior patterns than those who got their credit
cards independently.

What I want to do is point you first to Table 1, which shows us
that approximately 77 percent of all students at George Mason
have a credit card. And it should not surprise us that 62 percent
of the freshmen have them; but by the senior year, nearly 90 per-
cent have credit cards.

More importantly, you will notice that as we go from freshmen
to seniors——

Chairman SARBANES. Is this Table 1 of your statement?

Dr. MANNING. Yes, it is.

Senator GRAMM. Okay.

Chairman SARBANES. So if we go to the back 